High Frequency Trading (HFT) broadly refers to trading strategies involving fast submission, cancelation and revision of orders in a Continuous Double Auction (CDA). Often, a massive number of orders is submitted to be left on the book for very short times and it is estimated that more than 50% of daily stocks are exchanged by HFT financial firms. There is anecdotal evidence that such firms are willing to spend hundreds of millions to increase the speed of their operations by a few milliseconds through the installation of fiber cables in the ocean or purchasing other related IT infrastructure, ([Philips, 2012] ).
Extended abstract
High Frequency Trading (HFT) broadly refers to trading strategies involving fast submission, cancelation and revision of orders in a Continuous Double Auction (CDA). Often, a massive number of orders is submitted to be left on the book for very short times and it is estimated that more than 50% of daily stocks are exchanged by HFT financial firms. There is anecdotal evidence that such firms are willing to spend hundreds of millions to increase the speed of their operations by a few milliseconds through the installation of fiber cables in the ocean or purchasing other related IT infrastructure, ( [Philips, 2012] ).
In this paper we describe a stylized model of HFT in which a set of agents want to buy or sell a single stock in a trading session. We assume that the limit price is a simple linear combination of the outstanding best aks and bid at the time of submission, as in ( [Ladley and Pellizzari, 2014] ). HFT is included in the model allowing some traders to cancel and resubmit multiple times during a trading session: in contrast to the ordinary agent, who can send an order only once, the fast trader will have f additional chances to cancel the previous order (if it was lying in the book unexecuted) and revise the submission posting a fresh quote or a market order.
We are mainly interested in quantifying the efficiency, if any, that the HF traders would bring with respect to the same market with slow agents. As a second target we aim at describing the way profits from trading are distributed among traders, when a fraction of the agents are engaged in HFT and with a special concern for the (differential) effects on the remaining slow traders.
